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Qath or Affirmation

I, Judith K. Kendzora, affirm that to the best of my knowledge and belief, the accompanying
financial statements and supplemental information pertaining to the firm of American Republic
Equities Corporation, as of December 31, 2008, are true and correct. I further affirm that neither
the Company nor any principal officer or director has any proprietary interest in any account
classified solely as that of a customer,

Mburna s W\ULW

Notary Public

NOTARIAL SEAL JOWA
TABITHA 5. MEYERS
Commission Numbcr 728196
My Commission Expires
May, 10, 2000

This report contains:

(X) (a) Facing page

(X) (b) Statements of Financial Condition

(X) (c) Statements of Operations

(X) (d) Statements of Cash Flows

(X) (e) Statements of Changes tn Stockholder’s Equity

{ ) (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors

(X) (g) Computation of Net Capital

(X) (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

( ) (1) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3

( > () A reconcilation, including appropriate explanation, of the Computation of Net
Capital Under Rule 15¢3-1 and the Computation for Determination of the Reserve
Requirements Under Exhibit A of Rule 15¢3-3

( ) (k) Areconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation

(X) (I An Oath or Affirmation

( ) (m) A copy ofthe SIPC Supplemental Report

(X) (n) Supplementary Report of Independent Auditors on Internal Control Required by
Rule 17a-5(g)(1)
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Report of Independent Registered Public Accounting Firm

The Board of Directors
American Republic Equities Corporation

We have audited the accompanying statements of financial condition of American Repubiic
Equities Corporation (a wholly-owned substdiary of American Republic Insurance Company) as
of December 31, 2008 and 2007, and the related statements of operations, changes in
stockholder’s equity, and cash flows for the years then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Qur
audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opimnion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures 1n the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of American Republic Equities Corporation at December 31, 2008 and
2007, and the results of its operations and its cash flows for the years then ended, in conformity
with accounting principles generally accepted in the United States.

QOur audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying supplemental schedules are presented for
purposes of additional analysis and are not a required part of the basic financial statements, but
are supplementary information required by Rule 17a-5 under the Securities Exchange Act of
1934. Such information has been subjected to the auditing procedures applied in our audits of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

{VU\Q’ ’ (ﬁ”"lf P

February 11, 2009
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American Republic Equities Corporation

Statements of Financial Condition

December 31
2008 2007

Assets
Cash and cash equivalents $ 95,566 120,706
Accrued interest receivable 91 206
Current income taxes recoverable 8,075 -
Prepaid insurance 600 276
Total assets $ 104332 $§ 121,188
Liabilities and stockholder’s equity
Liabilities:

Due to affiliates $ 2,100 $ 2,308

Current income taxes payable - 5,025
Total liabilities 2,100 7,333
Stockholder’s equity:

Common stock, par value $1.00 per share — 50,000 shares

authorized, 1ssued, and outstanding 50,000 50,000

Retained earnings 52,232 63,855
Total stockholder’s equity 102,232 113,855
Total habilities and stockholder’s equity $ 104,332 $ 121,188
See accompanying notes.
6811-1006180 2



Income;

American Republic Equities Corporation

Statements of Operations

Variable annuity processing fee

Interest

Other income

Expenses:

Salaries and related expenses

Professional fees
Insurance expense
Licenses and fees
Miscellaneous

(Loss) income before income tax (benefit) expense

Income tax (benefit) expense:

Current
Deferred

Net (loss) income

See accompanying notes.

0811-1006180

Year Ended December 31

2008 2007
$ 6,000 $ 6,500
1,477 2,584
— 37,696
7,477 46,780
18,146 20,847
6,397 6,769
329 331
240 258
2,060 1,666
27,172 29,871
(19,695) 16,909
(8,072) 4,874
— 1,939
(8,072) 6,813
$  (11,623) $ 10,096




American Republic Equities Corporation

Statements of Changes in Stockholder’s Equity

Total
Common Retained  Stockholder’s
Stock Earnings Equity
Balance at January 1, 2007 $ 50,000 §$ 53,759 § 103,759
Net income - 10,096 10,096
Balance at December 31, 2007 5¢,000 63,855 113,855
Net loss - (11,623) (11,623)
Balance at December 31, 2008 $ 50,000 $ 52,232 $ 102,232
See accompanying notes.
0811-1006180 4



American Republic Equities Corporation

Statements of Cash Flows

Operating activities
Net (loss) income
Adjustments to reconcile net (loss) income to net
cash (used in) provided by operating activities:
Deferred income tax expense
Changes in operating assets and liabilities:
Accrued interest receivable
Current income taxes recoverable/payable
Prepaid insurance
Due to affiliates
Net cash (used in) provided by operating activities

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information
Cash (paid) received for income taxes

See accompanying notes.
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Year Ended December 31

2008 2007
$ (11,623) $ 10,09
- 1,939
115 16
(13,100) 7,687
(324) 331
(208) 1,679
(25,140) 21,748
(25,140) 21,748
120,706 98,958
$ 95566 $ 120,706
$  (5022) S 2,813




American Republic Equities Corporation

Notes to Financial Statements

December 31, 2008

1. Significant Accounting Policies
Organization

American Republic Equities Corporation (the Company) is a wholly-owned subsidiary of
American Republic Insurance Company (American Republic) which, in turn, is wholly-owned
by American Enterprise Group, Inc. American Enterprise Group, Inc. 1s a wholly-owned
subsidiary of American Enterprise Mutual Holding Company. The Company operates as a
broker-dealer principally to market variable annuity products offered by American Republic.

Cash Equivalents

In connection with the preparation of its statements of cash flows, the Company considers all
liquid investments with a maturity of three months or less when purchased to be cash
equivalents.

Deferred Income Taxes

The deferred income tax assets or liabilities are computed based on the difference between the
financial statement and income tax bases of assets and liabilities using the enacted marginal tax
rate. Deferred income tax expense or benefit is based on the changes in the asset or liability from
period to period.

Other Income

Other income in 2007 consists principally of amounts received from the Financtal Industry
Regulatory Authority as a result of the NASD and NYSE Member Regulation consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect amounts reported in the financial statements and accompanying notes. Such estimates and
assumptions could change in the future as more information becomes known, which could
impact the amounts reported and disclosed herein.

08111006180 6



American Republic Equities Corporation

Notes to Financial Statements (continued)

1. Significant Accounting Policies (continued)
Fair Value Measurement

The Company adopted Financial Accounting Standards Board Statement of Financial
Accounting Standards No. 157, Fair Value Measurements (FAS 157), effective January 1, 2008.
In accordance with FAS 157, fair value is defined as the price that the Company would receive at
the measurement date upon selling an investment in a timely transaction to an independent buyer
in the principal or most advantageous market of the investment.

FAS 157 establishes a three-tier hierarchy to maximize the use of observable market data and
minimize the use of unobservable inputs and to establish classification of fair value
measurements for disclosure purposes. Inputs refer broadly to the assumptions that market
participants would use in pricing the asset or liability, including assumptions about risk; for
example, the risk inherent in a particular valuation technique used to measure fair value,
mcluding such a pricing model and/or the risk inherent in the inputs to the valuation technique.
Inputs may be observable or unobsecrvable. Observable inputs are inputs that reflect the
assumptions market participants would use in pricing the asset or liability based on market data
obtained from sources independent of the reporting entity. Unobservable inputs are inputs that
reflect the reporting entity’s own assumptions about the assumptions market participants would
use in pricing the asset or liability based on the best information available in the circumstances.

The three-tier hierarchy of inputs is summarized below.
*» Level 1 — quoted prices in active markets for identical investments.

e Level 2 — other significant observable inputs (including quoted prices for similar
investments, interest rates, prepayment speeds, credit risk, etc.).

e Level 3 — significant unobservable inputs (including the Company’s own assumptions in
determining the fair value of investments).

The fair value of the Company’s cash equivalents are measured using quoted market prices.

0811-1006180 7



American Republic Equities Corporation

Notes to Financial Statements (continued)

1. Significant Accounting Policies (continued)
Pending Accounting Pronouncements

On July 13, 2006, the FASB issued Interpretation (FIN) No.48, Accounting for Uncertainty in
Income Taxes, an Interpretation of SFAS No. 109, Accounting for Income Taxes. FIN 48
provides a comprehensive model for how a company should recognize, measure, present and
disclose in its financial statements uncertain tax positions that the company has taken or expects
to take on a tax return. FIN 48 defines the threshold for recognizing tax return positions in the
financial statements as “more likely than not” that the position is sustainable, based on its merits.
FIN 48 also provides guidance on the measurement, classification and disclosure of tax return
positions in the financial statements. FIN 48 is effective for fiscal years beginning after
December 15, 2008, with the cumulative effect of the change in accounting principle recorded as
an adjustment to comprehensive income in the period of adoption. The Company is presently
evaluating the impact of FIN 48 on its consolidated financial statements.

2. Income Taxes

The results of the Company’s operations are included in the consolidated federal income tax
return of American Enterprise Mutual Holding Company, and its direct and indirect subsidiaries
each report current income tax expense as allocated under a consolidated tax allocation
agreement. Generally, this allocation results in profitable companies recognizing a tax provision
as if the individual company filed a separate return and loss companies recognizing benefits to
the extent their losses contribute to reduce consolidated taxes. The Company and certain
affiliates also file a consolidated income tax return for the State of Iowa.

At December 31, 2008 and 2007, the Company had no net operating loss carryforwards for
federal or state income tax purposes nor any capital loss carryovers. The primary difference
between the Company’s effective tax rate and the customary federal income tax rate is state
taxes.

0811-1006180 . 8



American Republic Equities Corporation

Notes to Financial Statements (continued)

3. Regulatory Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio
of aggregate indebtedness to net capital, both as defined therein, shall not exceed 15 to 1. At
December 31, 2008, the Company had defined net capital of $92,466, which was $87,466 in
excess of its required net capital of $5,000. The Company’s net capital ratio was 0.023 to 1.
Various other regulatory agencies may impose additional capital requirements.

The Company i1s exempt from maintaining a special reserve bank account under
Rule 15¢3-3(k)(D).

4. Related-Party Transactions

The Company receives a monthly fee of $500 for underwnting a vartable annuity product offered
by American Republic.

Principally all of the Company’s operating expenses are the result of charges by American

Republic and other affiliates for personnel and other services provided on a mutually agreed-
upon basis.

0811-1006180 g
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American Republic Equities Corporation

Computation of Net Capital — Part [1A

December 31, 2008

Computation of net capital

I.

[FS]

(= 4]

Total ownership equity from statement of
financial condition

. Deduct ownership equity not allowable for net

capital

. Total ownership equity qualified for net capital
. Add:

A. Liabilities subordinated to claims of general
creditors allowable in computation of net
capilal

B. Other (deductions) or allowable credits

. Total capital and allowable subordinated

liabilities

. Deductions and/or charges:

A. Total nonallowable assets from statement
of financial condition (Notes B and C):
» Accrued interest receivable
«  Current income taxes recoverable
* Prepaid insurance

B. Secured demand note deficiency

C. Commodity futures and spot commodities —
proprietary capital charges

D. Other deductions and/or changes

. Other additions and/or credits
. Net capital before haircuts on securities posttions
. Haircuts on securities {computed, where

applicable, pursuant to 15¢3-1(f)}:
A. Contractual securities commitments
B. Subordinated securities borrowings
C. Trading and investment securities:
1. Exempted securities
2. Debt securities
3. Options
4. Other securities
D. Undue concentration
E. Other

10. Net capital

0811-1006180

$ 102,232
102,232
102,232
$ 91
8,075
600 $ 8,766
93,466
b —
1,000
- 1,000
$ 92,466
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American Republic Equities Corporation

Computation of Net Capital — Part ITA (continued)

Computation of basic net capital requirement
Part A
11. Minimum net capital required (6 2/3% of line 19) 3 140
12. Minimum dollar net capital requirement of reporting broker or
dealer and minimum net capital requirement of subsidiaries

computed in accordance with Note (A) 5,000
13. Net capital requirement (greater of line 11 or 12) 5,000
14. Excess net capital (line 10 less 13) 87,466
15. Excess net capital at 1000% (line 10 less 10%

of line 19) 92,256

Computation of aggregate indebtedness

16. Total A L liabilities from statement of financial condition $ 2,100
17. Add:
A. Drafts for immediate credit $ -
B. Market value of securities borrowed for which no equivalent
value is paid or credited -
C. Other unrecorded amounts - -

19. Total aggregate indebtedness 2,100
20. Percentage of aggregate indebtedness to net capital (line 19
divided by line 10) 2.3%
21. Percentage of debt to debt — equity total computed in
accordance with Rule 15¢3-1(d) %
Notes

(A) The minimum net capital requirement should be computed by adding the minimum dollar net
capital requirement of the reporting broker-dealer and, for each subsidiary to be consolidated, the
greater of:

1. Minimum dollar net capital requirement, or
2. 6 2/3% of aggregate indebtedness or 2% of aggregate debits if alternative method is used.

(B) Do not deduct the value of securities borrowed under subordination agreements or secured demand
note covered by subordination agreements not in satisfactory form and the market values of
memberships in exchanges contributed for use of company (contra to item 1740) and partners’
securities which were included in nonallowable assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of
material nonallowable assets.

0811-1006180 11
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American Republic Equities Corporation

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part IIA

December 31, 2008

Computation for determination of reserve requirements
pursuant to Rule 15¢3-3:

Exemptive provision

If an exemption from Rule 15¢3-3 is claimed, identify below the

section upon which such exemption is based {check one only):

A. (k)(1) — Limited business (mutual funds and/or vanable
annuities only).

B. (k)(2)(i) — “Special Account for the Exclusive Benefit of
Customers” maintained.

C. (k}2)(11) — All customer transactions cleared through
another broker-dealer on a fully disclosed basis. Name of
clearing firm i

D. (k)(3) — Exempted by order of the Commuission.

12




American Republic Equities Corporation

Statement Pursuant to Rule 17a-5(d)(4)

December 31, 2008

There are no differences between the computation of net capital under Rule 15¢3-1 included in
this audited report and the computation included in the Company’s corresponding unaudited
Form X-17a-5 Part IIA filing as of December 31, 2008.

0811-1006150 13
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Supplementary Report of Independent chistéred Public Accounting Firm
on Internal Control Required by Rule 17a-5(g)(1)

The Board of Directors
American Republic Equities Corporation

In planning and performing our audit of the financial statements of American Republic Equities
Corporation (the Company), as of and for the year ended December 31, 2008, in accordance with
auditing standards generally accepted in the United States, we considered its internal control over
financial reporting (internal control), as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Company’s intemal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. The study included tests of such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of
Rule 15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs' of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safegnarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with

0811-1006180 14
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management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with accounting principles generally accepted in the United States.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A deficiency 1n internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness 15 a
deficiency, or combination of deficiencies, in intermal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the hmited purpose described in the first and
second paragraphs and was not designed to identify all deficiencies in internal control that might
be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control and control activities for safeguarding securities that we consider
to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2008, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the Financial Industry Regulatory Authority, and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

4/1‘-5!" ". (ﬁw-a/ U"P

February 11, 2009
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